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The Secretaria de Energia (SE) is now projecting Mexico's oil-export revenues to total at least US
$13.7 billion in 2000 if oil prices remain at current levels during the course of the year. In contrast,
oil-export revenues totaled US$9.9 billion in 1999 (see SourceMex, 2000-01-26). Oil-export revenues
had already approached US$5.8 billion as of May of this year, based on an average price of US$23.95
per barrel for the first five months of the year (see SourceMex, 2000-06-28). The SE forecast for this
year is about US$4 billion above last year's revenues and US$4.57 billion above earlier projections
for this year, Energy Secretary Luis Tellez said in testimony before the Chamber of Deputies.
The SE's latest revenue forecast is contingent on prices averaging US$24 per barrel though the
end of the year. Tellez said this forecast is attainable, given that oil prices reached US$35 per
barrel in mid-September. The steady increase in global prices during the summer is reflected in
Mexico's latest trade data. In its monthly trade report published in late September, the Secretaria
de Hacienda y Credito Publico (SHCP) said Mexico earned US$1.47 billion from crude-oil exports in
August, US$185 million higher than in July.
The August earnings, based on an average price of US$26.98 per barrel, were also US$595 million
higher than in the same month in 1999. The price for crude oil in August compared with an average
price of US$18.56 in the same month in 1999.

High global prices also affect gasoline imports
But the high global oil prices are also having a negative effect on Mexico's trade balance, since onefourth of the gasoline consumed in Mexico is imported from the US at high costs. A lack of refining
capacity has forced Mexico to rely on imports, even though the country is the world's seventhlargest oil producer.
The state-run oil company PEMEX has taken some steps to correct this problem by expanding
capacity at the Cadereyta refinery in Nuevo Leon. But most of the increased output from this facility
will not be available until 2005. Once the Cadereyta project is completed, only 10% of the gasoline
consumed in Mexico will be imported, compared with 27% at present, said Jaime Willars, director of
PEMEX subsidiary Pemex-Refinacion.
In the meantime, the high international prices have forced PEMEX to spend more on imports of
refined unleaded gasoline, which is reflected in the costs at the pump. The retail cost of gasoline
rose about 70 centavos (US$0.06) per liter in the first half of the year and is expected to continue to
increase in July-December, according to a study by the daily newspaper El Universal. The increases
in retail gasoline prices have coincided with a surge in the cost of imports since the beginning of
1999. Mexico paid an average of US$33.20 per barrel for gasoline imports in May, compared with US
$13.20 in January of 1999.
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High costs of natural gas force some business cutbacks
The high international fuel prices have also affected the cost of natural gas, creating problems
for some of Mexico's industrial conglomerates. In areas like Puebla and Tlaxcala states in central
Mexico, higher natural-gas prices have increased costs for some companies by as much as 20%,
said the Camara Nacional de la Industria de Transformacion (CANACINTRA). At least one major
company, steel manufacturer Hylsamex, has suspended mining operations in the western states of
Colima, Jalisco, and Michocan. In addition, the company has cut back operations at steel-processing
plants in Nuevo Leon and Puebla states.
"These measures are painful, but they are necessary because of the prevailing energy prices
in Mexico," said Hylsamex official Mateo Quiroga Villarreal. Hylsamex is a subsidiary of the
Monterrey-based conglomerate Grupo Alfa.
Analysts said other major mining and steel companies like Altos Hornos de Mexico (AHMSA),
Industrias CH, and Grupo Mexico also expect some impact from higher fuel prices, but not as
extensive as Hylsamex. These companies rely less on natural gas for their production process than
Hylsamex, the analysts said in an interview with El Universal.
Energy Secretary Tellez predicted that natural-gas prices would remain high for at least another 18
months. "The problem is not supply because we're connected with Texas, and if necessary we can
bring [natural gas] from Canada," Tellez told the daily newspaper Reforma. "Today the problem is
that the price is very high."
Mexico has steadily increased imports of natural gas this year, acquiring about 233.8 million cubic
feet per day (cfd) in January-August. In the same period in 1999, natural-gas imports were only 148.9
million cfd. Because of the high costs, CANACINTRA has appealed to the outgoing administration
of President Ernesto Zedillo and to President-elect Vicente Fox Quesada to establish some sort of
fund to help industry cope with the high cost of natural gas, which has more than doubled in recent
weeks.
CANACINTRA president Raul Pickard del Prado said manufacturers of steel, glass, ceramics,
and tile have been most affected by the high fuel costs. Responding to this request, the Comision
Reguladora de Energia (CRE) has developed a plan to extend the period for industry to pay its fuel
bills, but could not promise any further actions.
"This doesn't solve the problem, but does mitigate it," CRE president Hector Olea told Reuters. Olea
and deputy energy secretary Mauricio Toussaint said the government had no immediate plans to
offer businesses any direct subsidies. "At the moment, natural gas is not subject to any taxes except
the value-added tax (impuesto al valor agregado, IVA)," Olea told reporters.

No immediate plans to boost production
With the recent increase in global oil prices, the US and other Western industrialized countries have
requested producing countries to pump more oil. These requests have been directed both to the
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Organization of Petroleum Exporting Countries (OPEC) and to non-OPEC members like Mexico and
Norway. OPEC members planned to discuss the global oil situation at a meeting in Caracas in late
September.
Mexico, which in recent years has closely coordinated its policies with OPEC, was not expected to
play a major role at the meeting. Mexico was to be represented by its ambassador to Caracas rather
than by Energy Secretary Tellez or other officials from the SE. Regarding the US request to pump
more oil, Tellez recently told reporters that this would not happen in the near future because Mexico
is already producing at its maximum capacity. "Because of the low prices in 1997, 1998 and 1999,
there were few investments (in production), so now demand is using all the capacity," Tellez said.
The energy secretary said, however, that Mexico could consider increases in production when new
drilling operations begin at the Cantarell oil fields off Campeche Sound sometime toward the end
of this year. The US continues to be the largest customer for PEMEX, accounting for more than 75%
of Mexican exports of crude oil in recent years. Mexico exported US$6.649 billion in crude oil to the
US in January-July of this year, 111% above exports in the same period in 1999, the US Department
of Commerce said in a recent report.
The potential negative impact of high oil prices on the US and European economies has raised
concerns among some Mexican officials like Energy Secretary Tellez and President- elect Fox about
repercussions for Mexico. Many of the same manufacturing companies that are troubled by high
natural-gas costs also rely on exports for a large percentage of their business. These companies
could face further problems with their bottom lines if they are unable to sell their products to
overseas customers.
Approximately 75% of Mexican exports are manufactured goods, shipped primarily to the US
market. Mexico took steps to reduce its reliance on the US market by negotiating a free-trade
agreement with the European Union (EU) late last year (see SourceMex, 1999-12-01). But high oil
prices are affecting Europe as much or more than the US, which could reduce any potential increase
in exports to the EU. Fox has repeatedly said he wants a "fair price" for oil, but has not said what
level would be acceptable. Some of his aides say the proposed budget for 2001 will be based on a
projected price of about US$18 per barrel.
President Zedillo's 2000 budget proposal, submitted in November 1999, assumed an average oilexport price of US$15.50 (see SourceMex, 1999-11-17). "We want to defend the price of oil, to be
united with our fellow oil producers," Fox said during a speech in Uruguay in early August. "But
at the same time we want to put a ceiling on prices so that they don't affect the development and
growth of the diverse economies with which we trade."
The willingness of Fox and the Zedillo administration to accommodate the US and the industrial
countries is a sharp contrast to the policies followed under former President Jose Lopez Portillo
(1976-1982), who used oil to gain leverage for Mexico during a similar tight-supply situation the
1970s. Still, some legislators from the center-left Partido de la Revolucion Democratica (PRD) and
the long-governing Partido Revolucionario Institucional (PRI) took the opportunity during recent
testimony by Energy Secretary Tellez to sharply criticize the Zedillo administration for adopting
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"anti- Mexican" policies and for being so willing to accommodate the needs of the large industrial
nations.

Court orders US government to reopen anti-dumping case
Anti-US sentiment among legislators is likely to be fueled further by a recent ruling by a US
International Trade Court in New York, which ordered the US Department of Commerce to reopen
the complaint against Mexico and three other countries for selling oil in the US at below-market
prices. The complaint was filed by a coalition of small US oil producers (Save Domestic Oil, SDO)
when oil prices were still very low (see SourceMex, 1999-07-07). Commerce dismissed the dumping
complaint in August of last year, citing a lack of industrywide support (see SourceMex, 1999-08-18).
In his ruling, Judge Thomas Aquilino of the International Trade Court said Commerce did not
properly follow legal procedures when rejecting the SDO's complaint against Mexico, Venezuela,
Saudi Arabia, and Iraq. Aquilino's directive, however, did not recommend any action other than
for Commerce to determine within a 60-day period whether the SDO complaint had merit. Energyindustry analysts said Commerce is ultimately expected to rule that the complaint has no merit.
But three of the defendants Mexico, Venezuela, and Saudi Arabia are not taking any chances
and have announced plans to develop a joint defense strategy. A spokesperson for the Mexican
government said the application of anti-dumping duties on crude oil would be ironic at this
point, since this could potentially raise the cost of US crude-oil imports to about US$50 per barrel,
compared with recent prices near US$35 per barrel. [Note: Peso-dollar conversions in this article
are based on the Interbank rate in effect on Sept. 27, reported at 9.41 pesos per US$1.00] (Sources:
Los Angeles Times, 09/13/00; Associated Press, 09/14/00; Dow Jones Newswires, 09/19/00; Agence
France-Presse, 09/20/00; Novedades, 09/11/00, 09/14/00, 09/15/00, 09/20/00, 09/21/00, 09/26/00;
Excelsior, 08/21/00, 09/20/00, 09/21/00, 09/26/00; Notimex, 09/14/00, 09/19-21/00, 09/25/00, 09/26/00;
Reuters, 09/20-23/00, 09/25/00, 09/26/00; El Universal, 08/22/00, 09/12/00, 09/14/00, 09/15/00, 09/22/00,
09/25/00, 09/27/00; La Jornada, 09/12/00, 09/20/00, 09/21/00, 09/27/00; El Financiero, 09/12/00,
09/14/00, 09/15/00, 09/19/00, 09/21/00, 09/22/00, 09/25-27/00; El Economista, 09/15/00, 09/21/00,
09/22/00, 09/25-27/00; Reforma, 09/22/00, 09/25-27/00)

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 4 of 4

